SCS Agency SUMMARY ANALYSIS OF AMENDED BILL

Franchise Tax Board

Author: _Scott & Strom Martin Analyst: Jeani Brent Bill Number: AB 1613

Related Bills: AB 2108, SB 1996 Telephone: 845- 3410 Amended Date: 02/ 19/ 98
Attorney:  Doug Br amhal | Sponsor:

SUBJECT: Conform ty/HOPE and Lifetine Learning Credits/Qualified State Tuition

Pr ograns/ Educati on Loan Interest Deduction

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
X amended January 15, 1998.

FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASAMENDED January 15, 1998, STILL APPLIES.
OTHER - See comments bel ow.

SUWARY OF BILL

This bill would partially conform California law to the federal non-refundabl e
HOPE and lifetine learning credits, conformto the deduction for interest on
certain education |oans, and conformto the nodifications and clarifications of
the rules relating to qualified state tuition prograns contained in the federal
1997 Taxpayer Relief Act (Public Law 105-34).

SUWMVARY OF ANMENDMENT

The February 19, 1998, anmendnent deletes the bill’s prior |anguage regarding the
Legislature's intent to nmake hi gher education nore accessible and reinserted the
| anguage contained in the January 15, 1998, version of the bill that would
conform California law to the federal HOPE and lifetinme |earning credits and the
nmodi fications to qualified state tuition discussed in this analysis. The
February 19, 1998, anendnent al so woul d nake several nonsubstantive technica
changes to the Golden State Schol arshare Trust Act provisions.

The January 28, 1998, anendnent deleted the bill’s prior |anguage regarding
conformng California lawto the federal HOPE and lifetine learning credits and
the nodifications to qualified state tuition and inserted | anguage regardi ng the
Legislature's intent to make hi gher educati on nore accessi bl e.
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The departnment's analysis of the bill as amended January 15, 1998, still applies.
The foll ow ng policy, inplenentation, and technical considerations included in
the departnent’s analysis of the bill as anended January 15, 1998, are provided

bel ow for conveni ence.

Pol i cy Consi derati ons

Most credits are enacted with a sunset date so the Legislature may review
their effectiveness. The HOPE and lifetime |learning credits do not contain
sunset dates. However, the conparable federal credits are permanent.

| npl ement ati on Consi derati ons

Federal |aw allows the deduction for interest on education |oans to be taken
in conputing adjusted gross incone (Ad). Thus, all taxpayers paying this
type of interest receive the benefit of the deduction, not only those who
item ze deductions. This is known as an above-the-line deduction. As an
above-t he-1ine deduction on the federal return, this interest deduction w |l
appear on a significant nunber of the nost sinple returns (i.e. the 1040EZ
and TELEFI LE returns).

The California return begins with federal AG. Since the bill currently
does not contain the federal |anguage that would allow this sane above-t he-
line treatnment for state purposes, an adjustnment to federal AG woul d be
required. These adjustments are allowed only as item zed deducti ons and
must be made only on the | ong Form 540. Thus, those taxpayers who
previously were eligible to file the nost sinple state returns (i.e. 540EZ
and TELEFILE returns) and wi shed to receive the benefit of this deduction
woul d be required to item ze their deductions and file the |ong form 540

i nstead of sinply claimng an above-the-1ine deduction, consistent with
their federal deduction (thereby avoiding a federal-state difference.

Techni cal Consi derati ons

In subdivision (c) of Section 17053.51 as added by this bill, the reference
to “Section 25A(c)(2)(A)” should instead read “Section 25A(c)(2)(A) of the
Internal Revenue Code”.




